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INTRODUCTION 



The Federal budget is considered by many to be the 
key instrument in the formulation of national policy, for 
it is through the budget that the country decides what 
services will be provided through government and what areas 
will be left to private choice. When Congress enacts the 
budget into law it is determining for its constituency what 
government services will be financed at the federal level 
rather than at the state or local level; in terms of what 
program and at what cost. Further, the budget serves as a 
primary instrument of fiscal policy to ensure the stability 
and growth of our economy. As a result, the budget has 
become a document that exerts a major influence on the 
decision-making process in the federal government. 

It is of primary importance that the agencies of 
the federal government participate intelligently in making 
the major decisions that focus on the budget; the overall 
size of government; emphasis on different government pro- 
grams intended to benefit the country; the efficiency and 
effectiveness of these programs; and the fiscal policies 
designed to promote national prosperity. 

The implementation in 1962 of planning, programming, 
budgeting in the Department of Defense created a new 
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benchmark for sophistication in the management of govern- 
ment. The development and implementation of this new system 
is usually attributed to two men, former Secretary of Defense 
Robert S. McNamara and his Assistant Secretary of Defense 
(Comptroller), Charles J. Hitch. In their view the system 
was not to be looked upon as a decision-making device but 
rather as a means by which better decisions might be made. 

The new process was used in the preparation and presentation 
to the members of the Armed Services and Appropriations 
Committees of the fiscal year 1963, 1964-, and 1965 defense 
budgets . 



In August 1965, all agencies of the federal govern- 
ment were instructed by Presidential executive order to 
develop and implement planning, programming, budgetary 
systems. In President Johnson's words, this system would 
enable public decision-makers to: 

(1) Identify our national goals with precision 
and on a continuing basis; 

(2) Choose among those goals the ones that are 
most urgent; 

(3) Search for alternative means of reaching 
those goals most effectively at the least cost; 

(4) Inform ourselves not merely on next year's 
costs, but on the second, and third, and subsequent 
year's costs of our programs; 

(5) Measure the performance of our programs to 
insure a dollar's worth of service for each dollar 
spent . 1 



Lyndon B. Johnson, "Statement by the President to 
Members of the Cabinet and Heads of Agencies, August 25, 
1965," Weekly Compilation of Presidential Documents , Vol. I, 
August 30, 1965- 
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The President's judgment stemmed from, the successful 
introduction of systems analysis in the Department of Defense 
where cost effectiveness studies were applied to major 
departmental decisions in the consideration of and choice 
among competing alternatives. Precedence for this approach 
within the Department of Defense could be found in the 
decision-making process for public expenditure projects in 
the water resources budget, where evaluation by cost-benefit 
measurements had been conducted since the mid-1930 ' s . 

Since the inception of the planning-programming- 
budgeting system, there has been continuing discussion and 
debate on program analysis and the analytical techniques 
utilized in the PPB system approach. Further, many have 
argued that the ideas inherent in PPB do not reflect a 
radical change in our approach to the budgetary process. 

It is the purpose of this paper to trace historical 
budget reforms to determine their relationship to planning, 
programming, budgeting within the Department of Defense. 

An investigation of the significant stages in the evolution 
of our budget process will be accomplished by analyzing 
significant budget reforms. 

Emphasis is directed toward the impact of these 
reforms on agency budget procedures in order to provide an 
understanding of the current planning, programming, budgeting 
system within the Defense establishment. Areas in which 
research has been accomplished for this study include Acts 



4 



of Congress, Presidential directives, special studies and 
commissions as well as past budgetary and fiscal policies. 

In this respect, the period 194 5-1970 has been stressed as 
the area of particular interest, for it w as with the advent 
of the Cold War, coupled with advancements in technology 
resulting from the unprecedented research of World War II 
and the increases in dollar costs associated with implement- 
ing the potential they created, that there arose repeated 
calls for economy and efficiency from the American public. 

In this atmosphere President Truman expressed his belief 
that "we should integrate our strategic plans, our budget, 
and the military program."' 1 ' While the initial legislation 
as enacted fell far short of these goals, the 1947 reorgani- 
zation of the military establishment under a Secretary of 
Defense authorized to establish broad policies and programs 
can still be considered a major step toward budget reform. 

It was to have an impact on the budgetary process within the 
Department of Defense and would lead to the existing centrali- 
zation of financial power in the Office of the Secretary of 
Defense . 

Since the planning, programming, budgeting process 
presently in effect in the Department of Defense is 
directly related to the budget reforms in the federal govern- 
ment, this paper is organized to reflect the legislative 
enactments, executive directives, and related procedures 

1 C. W. Borklund, The Department of Defense (New 
York: Frederick A. Praeger , 1 9*6 7. ) ? p. 16. 
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which created the environment for reform. A further objec- 
tive is to analyze the developments that have occurred since 
adoption of the planning, programming, budgeting approach 
with the focus directed toward a conclusion as to the status 
of the system as it exists today. 



CHAPTER I 



EARLY STAGES OF BUDGET POLICY, 1798-1921 
Formative Year s 

There are many definitions and characteristics 
which have Been used to identify the federal budget process. 
A most general definition is that budgeting is concerned 
with the translation of financial resources into human 
purposes.'*' Inherent in this definition are the implications 
that the budget is a planning document, a contract between 
the President, Congress and the agencies of the government, 
a central mechanism for mutual obligations as well as a 
focus of social, economic and political efforts. Our 
current budget system can be viewed as a product of these 
complex associations that emerged from the budget process 
as it developed during the formative years in our 
government . 

At the time of the American Revolution the budget 
system in Great Britain had not been fully developed. 
However, the roots of the British system are founded in 
Parliamentary control over the Crown. No individual could 
be compelled by the Crown to make any gift, loan, 

Aaron Wildavsky, The Politics of the Budp-;etary 
Process (Boston: Little, Brown & Co .~ 1964) , p. 1. 
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benevolence, or tax without the consent of Parliament. 

While the Parliament reserved the right to authorize all 
expenditures, it did not at that time extend its authority 
over the purpose of expenditures. The details of expendi- 
tures were gradually controlled and specified. As a point 
of interest, this specification extended first to the army, 
the navy, and ordnance."*" 

The framers of the Constitution also saw the need 

to provide a means for exerting control over the executive 

branch through the appropriation process. As a result, the 

Constitution requires that "no money shall be drawn from 

the treasury, but in consequence of appropriations made by 

law; and a regular statement and account of the receipts 

and expenditures of all public money shall be published from 
2 

time to time.'' 

Since the financial resources available to the 
Continental Congress during the Revolution were inadequate, 
upon ratification of the Constitution the Congress initiated 
efforts to provide a responsible financial system. Passing 
a statute establishing a Treasury Department in 1789, Con- 
gress required that the Secretary of the Treasury prepare 
and report estimates of public revenue and public expendi- 
tures. It was not until 1800 that a supplement to this 

"*■16336 Burkhead, Government Budgeting (New York: 
Wiley & Sons, Inc., 1958), p. 5- 

2 

U.S. Constitution , Art. 1, sec. 9- 
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statute directed the Secretary to implement a planning 
function through the submission of plans for improving or 
increasing the public revenues.’*' 

Legislative Supremacy 

As previously indicated, the Constitution was not 
specific as to a system for the effective management of 
the finances of the federal government beyond the require- 
ment that all revenue measures must originate in the House 
of Representatives. In the formative years, Alexander 
Hamilton, the first Secretary of the Treasury, assumed a 
strong executive leadership in financial matters. Through 
Hamilton's genius and direct personal administrative initia- 
tive the country was lifted from bankruptcy, its credit 
established, and its revenues secured. By initiating and 
supervising the execution of all financial programs, 

Hamilton had assumed the responsibilities of the legislature 

and was in effect receiving a "rubber stamp" from the 

p 

Congress on his policies. During this period the relation- 
ships between Cabinet officials and members of Congress were 
particularly direct and personal in nature. 

However, with the presidency of Thomas Jefferson, 
the separation of Cabinet officials from the day-to-day 

^Burkhead, Government Budgeting , p. 9- 

2 

Joseph P. Harris, Congressional Control of Adminis- 
tration (Washington: The Brookings Institution, 1964 ) , 

p. d9. 
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work of Congress was accomplished. The establishment of 
the House Ways and Means Committee in 1802 marked the end 
of continuous executive direction of government financial 
affairs. Both revenue and appropriation authority were 
concentrated in this Committee. The executive responsi- 
bilities in financial matters were viewed by Congress as 
one of reporting only, with the Secretary of the Treasury 
accomplishing this function by classifying the expenditure 
proposals and submitting them to the Congress.'*' During the 
period 1802-1865 , Congress was provided an opportunity for 
a comprehensive review of the government's finances through 
the hearings of the Ways and Means Committee, where each 
government agency appeared and provided testimony. Such 
unity in the review of the budget began to dissipate in 
1865, with the establishment of the House Appropriations 
Committee. By 1885, the aiithority to recommend appropri- 
ations had been vested in eight House committees. Later 

this was increased to ten. Similarly, the Senate delegated 

2 

appropriating authority to eight of its committees. 

Although it was becoming more difficult for the 
members of Congress to obtain a clear picture of government 
expenditures, the supremacy of the legislative had neverthe- 
less been established. That this was the overriding 

"^Arthur Smithies, The Budgetary Process in the 
United States (New York: McGraw-Hill Book Co., Inc., 1955), 

PP - 53-5 7 ^ " 

2 

Burkhead, Government Budgeting , p. 11. 
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consideration is reflected in Arthur Smithies' analysis of 
the budget process: 



. . . It is essential to realize that traditional 

budgetary procedures have grown out of efforts by 
Congress to control the Executive through the 
device of highly specific appropriations rather 
than the consideration of the requirements of an 
effective budgetary process. 1 

A further reason for Congressional increases in 
appropriations committees was that the years from 1880 to 
the early 1900 's marked a period of extreme fiscal irrespon- 
sibility on the part of Congress. During the years follow- 
ing 1789 the government had the problem of how to legally 
expend the surpluses which accumulated in the Treasury. The 
Federal Government was small and the revenues from customs 
and tariffs far exceeded the expenditures. As viewed by 
Lewis Kimmel: 

. . . the abundance of customs revenue during most 
of the nineteenth century made it unnecessary to 
weigh expenditures and revenues and brought about a 
progressive deterioration of the budget process. 2 

However, the era of federal surplus was to end 
abruptly and not return again for any length of time. Of 
the sixteen fiscal years between 1894 and 1909, ten were 
years the government incurred a deficit. 



^Smithies, Budgetary Process , p. 49. 

2 

Lewis H. Kimmel, Federal Budget and Fiscal Policy , 
1789-1958 (Washington: The Brookings Institution, 1959") 7 

p. 15- 

3 

Burkhead, Government Budgeting , p. 16. 
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Congress' failure to meet its responsibilities in 
transacting government business by insuring efficiency and 
economy in government quite naturally bred indifference 
on the side of the executive. Lucius Wilmerding described 



the actions of the executive branch as follows: 

The departments governed their expenditures by the 
amounts of the estimates rather than by the amounts 
of the grants. If in any case less was granted than 
was estimated, the department or bureau affected, 
instead of revising its plans for the coming year 
to bring them within the financial limits of the 
reduced appropriations continued them without change 
in perfect confidence that Congress would appropriate 
supplementary sums when they were requested rather 
than stop the service. 4 

Congressional efforts to control expenditures 

and curb deficiencies were unsuccessful. The passage of 

the Anti-Deficiency Act of 1906 was supposed to prevent 

deficiencies by a system of apportioning appropriations 

through the fiscal year. The practice met with only 

limited success from a generally lax and inadequate 

2 

financial administration. This experience supports 
the contention that a system of budget execution intended 
to prevent deficiencies or effect savings as programs are 
administered cannot be successful when imposed unilater- 
ally by the legislature and lacks the cooperation and 
authority of the executive. 



Haven : 



^Lucius Wilmerding, Jr. , The Spending Power (New 
Yale University Press, 1943 1 , pi 146. 

2 

Burkhead, Government Budgeting , p. 345* 
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Com mission on Economy and Efficiency 

With- the advent of increased expenditures by- 
enlarged government activities and the existence of the 
deficit, increased public attention was directed toward 
the manner in which the government expended and accounted 
for its funds. In 1910, President Taft appointed a Commis- 
sion on Economy and Efficiency in Government. The purpose 
of this Commission was to examine the fiscal and financial 
operations of the federal government and to provide Congress 
with recommendations for improvement. 

With its responsibilities broadly conceived, the 
Commission undertook investigation of five major areas 
over the succeeding two years. ^ They included examination 
of (1) the budget as an annual financial program, (2) the 
organization and activities of the federal government, 

(3) personnel problems, (4) financial records and accounts, 
and (5) business practices and procedures in the govern- 
ment. After nearly two years of study and research the 
Commission completed the first comprehensive study of the 

federal budgetary process and provided the foundation for 

2 

all subsequent thought on the subject. 

1 Ibid. , p. 18. 

2 

U.S., Commission on Economy and Efficiency, The 
Need for a National Budget, 62d Cong., 2d sess., 1912, 
h. Doc. No. iri/h 



